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RECENT DEVELOPMENTS IN BUSINESS FINANCING
Within the past year and a half, business
concerns generally have experienced a mod-
erate recession and subsequent recovery in
activity. Following a prolonged period of
unusually large investment in plant and
equipment, inventories, and customer financ-
ing, these readjustments in business activity
and prices were accompanied by decreases
in business investment and indebtedness and
by increases in business holdings of cash and
United States Government securities.
During the first half of 1949 a steady de-
cline in production and prices was reflected
in an appreciable reduction in business profits
from the record levels attained in the latter
part of 1948. The volume of business funds
from current operations—retained earnings
plus depreciation accruals—was nevertheless
substantial and was supplemented by funds
obtained through liquidation of inventories
and accounts receivable and by proceeds of
new security issues. Part of the funds so
obtained was used to finance plant and
equipment expenditures, part to retire trade
and bank debt, and the remainder was added
to cash holdings or invested in Government
securities. The resulting increase in business
liquidity was greater among large corpora-
tions than among smaller concerns and was
generally confined to large corporations in
manufacturing industries. Business con-
cerns as a group, however, emerged from
the recession in a relatively strong financial
condition.
Starting around midsummer 1949, there
has been a gradual improvement in business
conditions and prospects. While inventory
liquidation continued, though at a more
moderate rate than earlier, a substantial in-
crease in customer financing and a seasonal
rise in plant and equipment expenditures
during the fourth quarter raised business in-
vestment during the second half of 1949 to
a level well above that of the first half of the
year. However, business funds from various
sources exceeded the amount invested in
plant and equipment and customer financ-
ing during the second half of 1949, with
the result that business holdings of cash
and Government securities expanded still
further.
Business investment continued to rise dur-
ing the first quarter of 1950, reflecting a sub-
stantial seasonal addition to inventories that
was partially offset by a seasonal decline
in customer financing and reduced plant
and equipment expenditures. Present ex-
pectations are that there will be some further
additions to inventory holdings and some in-
crease in customer financing during the re-
mainder of the year. Business expenditures
on new plant and equipment during the first
quarter of 1950 were well below those of first
quarter 1949, but recent estimates indicate
the total for the current year may be only
slightly lower than that for last year.
With respect to the financing of business
investment, funds from operations have re-
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gained the predominant role which they
occupied during 1947 and 1948. Business
loans from commercial banks, which in-
creased sharply during 1947 and 1948 and
declined sharply during the first half of
1949, have thus far in 1950 declined only
moderately. Both the volume of corporate
security issues during the first quarter and
the prospective volume during the first half
of this year are well below the record levels
of 1948 and early 1949.
Recovery since mid-1949 in earnings and
investment activity of business concerns has
not been evenly distributed among all size
classes. Larger companies have realized sub-
stantial operating economies from extensive
postwar additions and improvements to plant
and equipment. Smaller companies, on the
other hand, have been somewhat less suc-
cessful in their attempts to reduce costs in
the face of growing competition. Hence,
while corporate profits for first quarter 1950
were larger in the aggregate than those of
fourth quarter 1949, the increase reflects the
improved earnings of a few large companies
rather than a general rise in the earnings of
all size classes of concerns.
BUSINESS INVESTMENT
The extraordinarily large postwar volume
of business investment in plant and equip-
ment, inventories, and customer financing,
that reached its peak in 1947 and tapered off
somewhat in 1948, was sharply curtailed dur-
ing the second and third quarters of 1949.
This curtailment reflected the fact that, with
the decline in prices and sales, liquidation
of inventories and accounts receivable sup-
planted their previous expansion. Because
of the longer-range character of decisions
and commitments affecting business plant
and equipment expenditures, the latter were
not seriously affected by the recession in busi-
ness activity. Such expenditures, however,
were somewhat lower than in the correspond-
ing periods of 1948, and new orders for
machinery and transportation equipment
were so sharply curtailed that output of these
industries declined markedly.
A moderate rise in total business invest-
ment has accompanied the improvement
since mid-1949 in the general economic situ-
ation. The rise, however, has reflected di-
vergent movements of components. Contin-
ued liquidation of inventories during the re-
mainder of 1949 was followed by substantial
additions to inventories in the first quarter
of this year, while an increase in consumer
financing in the second half of 1949 was fol-
lowed by a moderate seasonal decline in the
early months of 1950. Plant and equipment
expenditures expanded seasonally in the
fourth quarter of 1949, but were down some-
what in the first quarter of the current year.
Inventories. During the first quarter of
1950 the book value of manufacturing and
trade inventories increased 1.7 billion dollars,
according to Department of Commerce esti-
mates shown in the table. In terms of busi-
ness requirements for funds, this contrasts
sharply with the reduction of 5.7 billion dur-
ing the last three quarters of 1949. It should
be noted, however, that the greater part of
the first quarter increase represented usual
seasonal additions to retailers' stocks and that
nonseasonal additions to inventory were
small.
Retail trade concerns in the first quarter
of 1950 added 1.5 billion dollars to their
stocks, largely nondurable goods in antici-
pation of Easter sales. Wholesalers' stocks
of durable goods increased by the same
amount this year as last, while there was little
change in the book value of manufacturers'
stocks. In contrast to the same period last
year, there has been little evidence of involun-
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CHANGES IN MANUFACTURING AND TRADE INVENTORIES









































































1 Less than 50 million dollars.
NOTE.—Department of Commerce data, without adjustment for
seasonal variation or for inventory revaluation arising out of
price changes.
tary accumulation in dealers' stocks of house-
hold appliances and certain other durable
consumer goods. Although the book values
of retailers' stocks of durable goods increased
somewhat more this year than last, they were
generally below those of a year ago, and sales
of automobiles, television sets, furniture, and
major household appliances were brisk.
The very cautious inventory policies fol-
lowed throughout 1949 in most industrial
and trade lines have been relaxed consider-
ably in the face of heavy demands for auto-
mobiles, construction materials, and house-
hold equipment. In the case of steel and
nonferrous metals, for example, efforts are
being made to improve working stocks posi-
tions in line with increased production and
the possibility of shortages arising out of
greater use of these metals for defense pur-
poses. With the pick-up in orders and pro-
duction, stocks of many materials that for-
merly were available on demand have been
depleted, with the result that longer periods
are now required for procurement. Forward
purchase commitments have lengthened, but
most industrial concerns still count on cover-
ing their requirements within 90 days.
The total dollar value of manufacturing
and trade inventories is currently about 4 bil-
lion dollars less than that of a year ago,
despite the fact that the dollar volume of
sales in the first quarter of 1950 was about
equal to that of first quarter 1949. Of even
greater significance in judging the over-all
level of manufacturing inventories at the
present time is the fact that both new orders
and backlogs of unfilled orders have been
rising, particularly in the case of manufac-
turers of producers' and consumers' dur-
able goods. From December 1949 to
March 1950 the monthly volume of manu-
facturers' new orders rose by 3.4 billion dol-
lars, whereas over the corresponding period
of 1949 there was no change. Manufacturers'
unfilled orders, which declined from a post-
war peak of 36.9 billion dollars in January
1947 to 21.4 billion in August 1949, subse-
quently increased to 24.1 billion in March of
1950.
Customer financing. During the first half
of 1949 nonfinancial corporations reduced
their notes and accounts receivable by 1.6
billion dollars, reflecting a reduced demand
on the part of customers for credit as busi-
ness sales declined. In the second half of
the year notes and accounts receivable in-
creased 1.2 billion, reflecting in part an im-
provement in sales, in part the usual seasonal
expansion in such accounts, and in part the
termination of consumer instalment credit
regulations in mid-1949. Receivables usually
decline seasonally during the first half of
the year, but little decline is indicated for
the first half of 1950.
Plant and equipment expenditures.
Throughout the postwar period business ex-
penditures on new plant and equipment have
been an important factor underlying the gen-
erally high level of business activity. During
the four years 1946-49 such expenditures
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are estimated to have totaled more than 65
billion dollars and for the most part to hate
represented additions to productive capacity
rather than modernization and replacement
of existing facilities. After reaching a peak
of 19.2 billion dollars in 1948, business ex-
penditures on new plant and equipment de-
clined to 18.1 billion in 1949, reflecting the
gradual tapering off of postwar construction
and equipment programs.
Business plant and equipment expenditures
during the first nine months of 1950 are ex-
pected to be about 6 per cent below their
level in the corresponding period of 1949,
according to estimates compiled jointly by
the Securities and Exchange Commission and
the Department of Commerce. A decline
in expenditures during the first quarter of
this year, to a level about 17 per cent below
that of first quarter 1949, may be attributed
in part to work stoppages in the coal and
steel industries during the fall of last year,
which curtailed the flow of industrial equip-
ment and construction materials. Plant and
equipment expenditures during the second
quarter of 1950 are anticipated by business
to be about 3 per cent below those of the
second quarter of last year, while third quar-
ter 1950 expenditures are expected to be
slightly higher than those of 1949.
Greatest declines in plant and equipment
expenditures during the first three quarters
of 1950 are anticipated by the railroad and
other transportation industries, as shown in
the chart. Manufacturing, in which there
was considerable evidence of weakening in-
vestment in plant and equipment during
1949, and mining anticipate only moderate
declines in such expenditures. Electric and
gas utility companies, whose postwar expan-
sion and modernization programs have been
one of the strongest factors in the demand
for capital goods in recent years, expect their
plant and equipment expenditures in the
first nine months of 1950 to be slightly higher
than for the same period of 1949.
With sustained improvement in business
and a marked firming of basic prices and
costs, many concerns have reconsidered mod-
ernization and expansion programs that were
shelved during the recession. Some of these
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eral Reserve estimate. Commercial and miscellaneous includes
trade, service, finance, and communications.
programs call for additions to productive
capacity; others are directed primarily to-
ward modernization and replacement of ex-
isting facilities to achieve increased produc-
tivity and economy of operation.
One indication of renewed interest in plant
and equipment is the sharp increase in re-
cent months in new orders received by man-
ufacturers of durable goods. In some indus-
tries, notably iron and steel and machinery,
new orders have reached the highest levels
since 1948, a record year of plant and equip-
ment expenditures. New orders in such in-
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dustries are not only indicative of expansion
and modernization plans for industry in gen-
eral, but they have also prompted some
manufacturers to reconsider their own plant
and equipment needs in the light of the con-
tinued high-level demand for their products.
Contract awards during recent months
suggest that business construction during the
latter part of 1950 will attain levels only
slightly, if any, lower than those of 1949*
During the first five months of this year the
dollar volume of business construction was
about 8 per cent below that of the corre-
sponding period of 1949.
INTERNAL FUNDS
Throughout the postwar period business
concerns have met the major proportion of
their financial requirements with funds from
current operations—retained earnings plus
depreciation accruals—supplemented in 1946,
and again in 1949, by funds made available
through liquidation of assets. In 1948, for
example, roughly 65 per cent of total funds
invested by nonfinancial corporations in
plant and equipment, inventories, and cus-
tomers' financing represented funds from op-
erations, while 4 per cent came from bank
loans, 22 per cent from security issues, and
the remainder from other sources.
Funds from operations decreased substan-
tially during the first half of 1949. However,
total internal funds increased because of the
amounts made available by liquidation of in-
ventories and accounts receivable. During
that period nonfinancial corporations ob-
tained substantially more funds from internal
sources and new security issues than the
amount invested in plant and equipment.
Part of these additional funds were used for
repayment of bank and trade debt, and the
remainder was invested in United States Gov-
ernment securities or added to cash holdings.
As a result, business corporations in the ag-
gregate were unusually well supplied with
liquid assets to finance any subsequent in-
crease in investment expenditures.
It appears, however, that the increase in
holdings of liquid assets was much more pro-
nounced among large corporations than
among smaller concerns. Moreover, as dis-
cussed in the article "Industrial Differences
in Large Corporation Financing in 1949,"
pages 636-642 of this BULLETIN, the increase
in liquidity was most marked among large
corporations in manufacturing industries.
In the autumn of 1949 the volume of funds
obtained from operations began to increase,
while inventory liquidation continued—
though on a more moderate scale—through-
out the remainder of the year. Preliminary
estimates covering the first half of 1950 indi-
cate that operations will once again be the
principal source of funds, with nearly three-
fourths of the total obtained by corporations
coming from this source and most of the
remainder from security issues.
During 1949 many business concerns, par-
ticularly those of larger size, took advantage
of the respite from continued expansion to
readjust their financial structures. This was
reflected in the retirement of long-term bank
loans, either with funds obtained from in-
ternal sources, including reduction of inven-
tories and accounts receivable, or with the
proceeds of security issues. At the present
time business demands for bank credit are
again arising primarily from working capi-
tal requirements and, to a lesser extent, from
longer-run expansion needs,
Funds from operations. Business funds
from current operations—retained earnings
plus depreciation accruals—have been in-
creasing since the autumn of 1949, following
a decline of nearly 40 per cent during the
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first half of the year, but they are still well
below the postwar peak reached in the third
quarter of 1948. Depreciation allowances
continued the steady increase that has ac-
companied the acquisition of additional high
priced facilities during the postwar period.
Profits, on the other hand, dropped sharply
during the first half of 1949, as sales de-
clined and inventory profits were replaced
with inventory losses. A moderate increase
in earnings since mid-1949 has been partially
offset by a larger volume of dividend dis-
bursements. With capital expenditures de-
clining during 1949 and costs stabilizing,








Department of Commerce estimates except figures for first
quarter of 1950, which are estimates of the Council of Eco-
nomic Advisers based on preliminary data.
there was less need for retaining an unusu-
ally large proportion of earnings, and divi-
dend payments were increased—about 6 per
cent from 1948 to 1949 and somewhat further
this year. Net profits in the first quarter of
1950 were only about one-eighth smaller than
in the third quarter of 1948, but undistrib-
uted profits were one-fourth smaller.
Despite the improvement in earnings dur-
ing the last half of 1949, corporate profits
before taxes and dividends in most industries
were lower for the year as a whole than in
1948. Public utilities, other than railroads,
was the only major industrial group which
showed a significant year-to-year increase in
profits. Manufacturing industries as a group
experienced one of the largest declines—22
per cent. Profit declines were reported by
businesses in all size classes and in all indus-
tries except automobiles and equipment, ac-
cording to the Quarterly Industrial Finan-
cial Report Series published jointly by the
Federal Trade Commission and the Securities
and Exchange Commission. By size, de-
clines shown for the largest companies—
those with total assets of 100 million dollars
and over—were much more moderate than
those for any other size class. By industry, the
smallest declines occurred in those groups—
including chemicals, electrical machinery,
and tobacco—in which large companies pre-
dominate. The greatest declines were gener-
ally in those industries—including textiles,
apparel, lumber, furniture, and leather—in
which small companies predominate.
In the first quarter of 1950 profits of the
larger manufacturing companies, as shown
by reports to stockholders, were about 17
per cent above those of the last quarter of
1949 and about 5 per cent larger than in the
first quarter of last year. Earnings of the
larger railroads were below the levels of
early 1949, but those of other public utilities
reached new record highs. To a certain ex-
tent, the increase in profits of large manufac-
turing companies during the first quarter of
this year reflects continued improvement in
profit margins, resulting largely from in-
creased productivity, of a relatively small
number of very large companies. Of the
200 manufacturing companies whose profits
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are summarized regularly in the BULLETIN,
about half have reported lower earnings
this year than last, but at the same time one-
fourth of the companies—some in each major
industry—reported higher profits than in any
other first quarter on record.
BANK LOANS
Following a 2.8 billion dollar reduction in
business loans of member banks in leading
cities during the first half of 1949, such loans
expanded by 1.1 billion between early August
and the end of the year. In the first two
months of 1950 the volume of business loans
leveled off at 13.9 billion dollars—1.7 billion
below the postwar peak reached in December
1948. Since February such loans have de-
clined only slightly.
The moderate expansion in business loans
during the last half of 1949 occurred in the
face of continued large-scale reductions in
bank loans to manufacturing corporations.
On the basis of data for New York City
banks, it appears that a large part of the ex-
pansion in bank loans was associated with
the seasonal movement of crops to whole-
BUSINESS LOANS OF MEMBER BANKS IN LEADING CITIES
BILLIONS Or DOLLARS
I "
tfEONESOAY FIGURES BILLIONS OF DOLLARS
J F M A M J J
Latest figures are for May 31.
salers, food processors, and tobacco com-
panies. Similarly, a substantial part of the
recent decline in business loans of these
banks reflects a seasonal liquidation of loans
by wholesalers and tobacco companies.
Even more important, in recent months there
have been sizable repayments by sales finance,
public utility, and petroleum companies,
partly with the proceeds of security issues.
The role of banks in supplying larger
sized business with medium- and long-term
funds has diminished considerably since the
beginning of 1949. Whereas in 1947 and
1948 there was a substantial demand on the
part of large companies for term loans from
banks to finance permanent increases in both
fixed and working capital, more recently the
primary need has been for short-term loans
to adjust the volume of working capital to
seasonal requirements. At the same time
there has been a considerable acceleration in
repayments of term loans, facilitated by the
availability of funds released by liquidation
of inventory and receivables during 1949.
The greater availability of liquid assets
among large companies is also reflected in a
decline in the volume of securities issued for
the purpose of funding term loans.
While larger corporations reduced the vol-
ume of their term borrowings from commer-
cial banks substantially during 1949, the de-
cline in such borrowing was more moderate
among small and medium-sized business
concerns. Furthermore, with working capi-
tal requirements and equipment purchases
increasing since the beginning of 1950,
smaller concerns may have resorted once
again to increased bank borrowing.
Considerable interest has been displayed in
business and banking circles over the recent
plans for making credit more readily avail-
able to small and medium-sized businesses.
Plans recently announced by several New
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York City banks and a large life insurance
company provide for participation in loans
made by smaller banks, and also for loans,
with maturities of 3 years (in some cases
up to 5 years), accompanied by amortization
and discount features. Meanwhile, several
bills have been introduced in Congress which
would provide additional small business
financing facilities in the form of loan in-
surance similar to the present Federal Hous-
ing Administration Title I insurance, and of
companies which would pool investment
funds for the purpose of making long-term
loans to, or purchasing debt obligations
and/or stock of, small and medium-sized
businesses.
SECURITY ISSUES
Since mid-1949 the amount of new capital
raised by corporations in the security markets
has been considerably smaller than the record
volume obtained in 1948 and the first half
of 1949. Corporate security issues for new
capital during the first quarter of 1950
amounted to slightly more than one bil-
lion dollars and will probably be somewhat
larger in the second quarter. The total for
the first half of 1950 will thus be greater than
in the last half of 1949, though probably
about one-third smaller than in the first half
of that year.
Reduction since the middle of last year in
the volume of corporate securities issued for
new capital has been especially pronounced
in the case of manufacturing corporations, as
shown in the table. This reflects declines in
over-all requirements for working capital and
also in the need for external funds to finance
plant and equipment expenditures. Repay-
ment of long-term bank debt with the pro-
ceeds of corporate security issues is con-
tinuing in 1950, though in somewhat smaller
volume than during the first six months of
1949. For the most part such repayment is
currently confined to the electric and gas
utilities and to railroads, the volume of secu-
rities issued by manufacturing companies for
this purpose having declined to a small frac-
tion of its first-half 1949 level. This refinan-
cing may be ascribed, at least in part, to a
desire to reduce bank commitments at a time
when the economic outlook was uncertain,
and perhaps to moderate the burden of amor-
tization requirements on bank term loans.
Electric and gas and telephone utilities
have continued to provide the bulk of cor-
porate security issues for new capital in recent
months, as they have since mid-1947. While
the volume of flotations by these groups de-
creased in the last half of 1949, following
unusually heavy financing in the second
quarter in anticipation of capital expendi-
CORPORATE SECURITY ISSUES FOR

































































































NOTE.—Commercial and Financial Chronicle data, excluding
issues of investment companies.
tures, it has subsequently increased. The
total of such financing in the first half of
1950, however, will probably fall below the
unusually high volume in the January-June
period of 1949. Railroads reduced their vol-
ume of security offerings by almost one-half
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in the last six months of 1949, as a result of a
marked decline in equipment expenditures
from the high level of early 1949. However,
the volume of such issues increased sharply
in the first quarter of 1950, and it now ap-
pears that railroads may raise almost as much
new capital through security issues in the
first half of 1950 as in the corresponding
period of 1949.
The proportion of total corporate security
issues, new and refunding, that have been
privately placed with insurance companies
has been somewhat smaller during the first
five months of 1950 than in the comparable
period of 1949. However, recent innovations
in corporate financing, including the pur-
chase and lease of freight cars and diesel loco-
motives by life insurance companies and the
direct purchase by a group of investment
companies of a large industrial common stock
issue, provide some alternatives to debt
financing.
Equity financing of business in the form of
common and preferred stock issues has had
the advantage of a more favorable stock
market in the past year. Common stock
prices have risen substantially in the past
eleven months, in increasingly active mar-
kets. Prices as measured by Standard and
Poor's index of 416 common stocks in late
May were up about one-third from the post-
war low level in June 1949 and within 7 per
cent of the postwar peak in May 1946. In-
dustrial stock prices have increased some-
what more rapidly than prices of railroad
and utility issues.
An appreciable increase in public interest
in the equity markets has been indicated by
the expanding volume of shares traded in
recent months. Trading on the New York
Stock Exchange this year has averaged about
1.9 million shares per day, compared with
0.8 million in the corresponding period of
1949, when interest in the market was rela-
tively small. Average daily volume of trad-
ing reached 2.3 million shares in April 1950,
the largest since September 1939, but de-
clined to 1.8 million in May.
Since the middle of last year there has been
some increase in the volume of preferred and
common stock offerings, while the amount
of bond and other debt offerings has de-
clined. As a result, stocks have accounted for
a slightly higher proportion of total corporate
security issues since mid-1949 than in the first
half of 1949. While the recent increase in
stock offerings may be attributed in part to
the improved tone of the stock market, the
latter has not as yet had any appreciable effect
on external equity financing, and debt issues
continue to account for the major proportion
of total corporate security offerings.
CURRENT SITUATION
A continued rise in industrial production,
accompanied by moderate increase in prices,
may be expected to result in further ex-
pansion of business inventories and customer
financing during 1950. Numerous opportu-
nities exist for further cost reduction through
modernization and improvement of facilities.
New products and processes are continually
being developed through research on a scale
unprecedented in peacetime. To what ex-
tent businesses may initiate further expansion
and modernization of their plant and equip-
ment will depend in part on their efforts
to reduce costs and increase productivity and
in part on the demand for their products
and services. Financially, business concerns
in the aggregate are favorably situated, both
with respect to liquid assets and inflow of
funds from operations, to undertake further
expansion of their inventories, customer fi-
nancing, and plant and equipment.
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